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1. Executive Summary

i. We, Anwar Associates Consulting Actuaries (“Consultant™), have prepared the Actuarial
Valuation Report of University of Science & Technology Bannu (“USTBY), Employees’
Defined Benefit Pension Scheme in alignment with our Engagement Agreement. The
valuation is performed as of June 30, 2022 (hereinafter referred to as “the Valuation date™).

ii. The Projected Unit Credit method was used to value the liabilities in accordance with IAS
19.

jii. The total number of employees/pensioners used in the valuation as of the valuation date
were as follows.
Table 1: Summary of Data Used

Total Number of Active Employces | 445
_Total Monthly Pensionable Salary (FKR) | 15459690
Total Number of Pensioncrs 3
Total Monthly Pension & Medscal Allowance (FKR) wﬂj;‘;ﬁz:u____

iv.  All assumptions used in this Report are best-cstimate assumptions and were discussed in
section 6 below. The key assumptions arc

Table 2 Summarny of :\w.:m'vi $OnS

DiscountRate . b 1400%

Salary Increase Rate li—p— e 13.00%

_Pension Increase Rate | 1200
Withdrawalate B - Lo bew
“Mortality rates. 1 SLIC with l-year sctback

v. The actuarial results computed, which are presented in Scction 8 of this report, are as

follows:
Table 3: Summary of Actuarial Results

Actuarial Results

June 30, 2022

Present Value of Obligation 2.401,223,029
Fair Value of Plan Assets 722,745,331
Funding Deficit (Liability) 1,678,477,698

Cost to P&L Account for the financial year 471,791,846
R 96.86%

Contribution Rate as a percentage of Pensionable Salary

vi. The results illustrated in this Report and all commentary on the valuation results are based
on the data/information provided to us by the Client. The results presented are sensitive to
the assumptions set and should be treated with care. Any change in the provided data after
our valuation would change the results, the impact of which may need to be reassessed.
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2. Introduction
2.1 Declaration

We, A_n\\'ar Associates Consulting Actuaries (“Consultant”), have conducted the Actuarial
Valuation Report of University of Science & Technology Bannu (“the Client”) Employees’
Defined Benefit Pension Scheme in alignment with our Engagement Agreement.

We have performed the actuarial work in accordance with regulatory and IFRS requirements and
issued the following Report which includes details of all the work performed. We have also
complied with the following guidance and professional standards published by the UK Institute
and Faculty of Actuaries (to the extent that they are relevant to the valuations of Employee
Benefits):

» The Actuaries Code, published by the Institute and Faculty of Actuaries, UK

* ISAP 1 and ISAP 3, published by the International Actuarial Association

* Actuarial Profession Standard X1 and X2 (“APS X1” and “APS X2”) published by the Institute
and Faculty of Actuaries UK.

This Report also complies with the Professional Actuarial Standards, prescribed by The Pakistan
Society of Actuaries (PSoA), as in the Guidance Notes mentioned below:

1. Guidance Note 6 (GN6): General Actuarial Practice
2. PSoA Guidance Note 3 (GN3) and Guidance Note (GN4): Assumptions

2.2 Report Layout

The Report consists of the following sections:

* An Executive Summary which precedes this section
» This introductory section

« Valuation Data and employee statistics

» Valuation Methodology & Assumptions

* Results of Actuarial Valuation

+ Conclusion and Recommendations

2.3 Scope

The Scope of our engagement is set out in our Engagement Agreement.

The Client maintains a Defined Benefit Pension Scheme in compliance with the Federal Pension
Rules which falls within the definition of IAS-19 and thus requires Actuarial Valuation.

Conceming the Scope of Work it deals with the following specific tasks:
a) Determination of Pension Liability as of June 30, 2022,

b) Liability break-up for Active employees and Pensioners '
¢) Contribution rate to fund the existing Defined Benefit pension scheme,

d) Pension cash outflows including commutation for the next 30 years,
¢) Sensitivity Analysis of PV of liabilities vis-a-vis key variables
f) Determination of the extent to which the existing scheme is sustainable,
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2.4 Purpose

Th'e purpose of this report is to fulfill regulatory requirements and provide the Management of the
Client with:

* A description of the Defined Benefit Pension Scheme.

* The actuarial valuation methodology and assumptions.

* Actuarial values and disclosure information in respect of employees’ liabilities
* To determine Contribution Rate as a percentage of Pensionable Salary.

2.5 Responsibilities

It is the Client’s responsibility to read this Report and understand the work we have performed to
derive the results. If the Client believes that we have misinterpreted data, or where it believes there
are additional reasons to take a different view on any set of results, then the Client USTB consult
with us on those matters. We work to understand data as well as possible, but specifics may still

escape our normal process, and then it is the Client’s responsibility to point out external and/or
unique factors.

2.6 Data Reliance

In preparing this Report, we have relied upon the information and data provided to us by the Client.
Where possible, we perform basic consistency and reasonability checks, but we are reliant on the
providers of this information for its accuracy and completeness, as we have not independently
verified or audited the information provided.

The Actuarial Results are wholly reliant on the accuracy and validity of the information supplied
to us. If the data submitted later proves to be incomplete or inaccurate, then the Valuation
Results may differ significantly from the results that would be computed from reasonable
information. A revision of this Report may then be required.

Any further information provided by us, on request from the Client, which is considered out of
Scope of Work and Supplemental to this Report, should be treated as indicative only and not

relied upon for its accuracy.

We have relied on all the information and data provided as being complete and accurate unless
stated otherwise in this Report. Assumptions or estimates may have been made if certain data

items were not available.

2.7 Limitations

In our opinion, we have employed techniques and assumptions that are appropriate, and we
consider the estimates and the consequential conclusions presented herein to be reasonable, given

the information that we have reviewed.

Projections of the future for valuation purposes are based on many assumptions and even though
these projections are carried out on a central estimate basis, it is unlikely that future experience

will exactly match what was projected.
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-

We have not pr_ovided any form of audit services or advice on any management aspects relating to
the Scheme or its obligations.

The intended recipients of this Report are the Client and its auditors. This Report is not intended
for any Olhel_' party’s use, either in part or as a whole, since other parties may not have the
background, information, or understanding to be able to interpret and use this Report properly.

We accept no responsibility or liability to any other parties who choose to make use of the
information in this Report.

This Report should be considered in its entirety, including all appendices. The use of individual
components out of context could be misleading.

The Report is based on our understanding of applicable laws and regulations as of the Valuation
Date. We are not a qualified accounting, audit, or law firm and are not responsible for the
interpretation of, or compliance with, accounting standards and local law. Citations to, and
descriptions of, accounting standards and principles provided in this Report are for reference
purposes only. This Report does not constitute legal advice and is not suitable for making decisions
concerning benefit changes.
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3. Valuation Data and Statistics
3.1 ‘Dnta Submitted

The data provided by the Client and used in our Valuation are:

.

» Data regarding active employees as of 30.06.2022. We were provided data fields such as
employee code, employee name, joining date, date of birth, scale, and current total monthly salary

against each employee.

* Data rega}rding pensioners as of 30.06.2022. We were provided data fields such as pensioner
name, retirement date, date of birth, gender, monthly pension, monthly medical allowance, type

of pensioner, percentage of commutation.
» Budgeted Salary increases over future years.

The data was checked for material integrity, including checking for:

« Missing values (e.g. dates of birth, dates of joining, etc.)

+ Extreme values (e.g. employees under age 18 years or age above retirement age)

3.2 Membership statistics

In this section, we present key statistics describing the membership as of June 30, 2022.

Table 4: Detail of Ke
Particulars of Active Employees
Total Number of Active Employees

Statistics

as of Valuation Date
445

Total Monthly Pensionable Salary (PKR)

15,459,690

Average Monthly Pensionable Salary (PKR)

34,741

Average Age in years

41.1

Average Age of Joining in years

28.8

Average Past Years of Service in years

12.3

Particulars of Pensioners/Bencficiaries
Number of Self Pensioners

as of Valuation Date

Number of Widow Pensioners

Number of Children/Other Pensioners

Total Number of Pensioners

Total Monthly Pension (PKR)

30,886

7,956

Total Monthly Medical Allowance (PKR)
Average Monthly Pension (PKR)

10,295

Average Monthly Medical Allowance (PKR)

2,652

58

Average Age in Years
3.3 Fair Value of Plan Assets

All amounts shown in the below table are in PKR and expressed in millions.

Table 5: Plan Assets
Type of Assets

as of Valuation Date
722.745

Pension Fund Account Balance
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4. Valuation Methodology and Assumptions

IAS 19: Para 144 Principal Actugyi . ;
Obligation pal Actuarial Assumptions used to determine the Present Value of the Defined Benefit

4.1 Projected Unit Credit Method

International Accounting Standard

(IAS 19), prescribe the Projected Unit Credit (PUC) method to
value such employee benefits, byr

eference to their projected amount at the date of payment.

This_ involvgs projgcting each unit of the benefit earned over a period plus earlier periods, to
leaving service, retirement, death, or other future exit states, allowing for probabilities of reaching

those states, also allowing for salary escalation over time, and then discounting those benefits to
the Valuation Date. '

The .resulta'nt estimated liability amount reflects full expected service cost, to each of leaving
service, retirement or death, or other exit states.

The Current S.ervicc Cost is determined by dividing, for each employee, their total liability by total
expected service and then aggregating the Current Service Cost for all members. The

Current Service Cost can be viewed as the cost accruing over the next year, allowing for escalation
and discounting to the different possible dates of payment.

To determine the Defined Benefit Obligation (“DBO"), we subtract from the total estimated
liability the Current Service Cost multiplied by expected future service. This is, in effect, the
liability that should be held at the Date of the Valuation, for service and benefits accrued up to the
date of the Valuation.

Differences between expectations and facts emerge as actuarial gains or losses and are amortized
immediately the next year.

4.2 Valuation Assumptions

The results presented in this Report involve actuarial calculations that require assumptions about
future events. We are concerned with long-term averages of various assumptions rather than those
that are presently applicable. Paragraphs 72 to 91 of IAS 19 cover the sclection of actuarial
assumptions to be used in the valuation of the defined benefit obligation.

As per IAS 19, the actuarial assumptions USTB be unbiased, i.e. they should reflect the best
estimates of the expected experience. In addition, the assumptions should be mutually compatible,
i.e. reflect the economic relationships between factors such as inflation rate, salary escalation rate,

and discount rate.

ial liabiliti i ial and demographic assumptions are used, as
To he Actuarial liabilities, certain financu'a : - ,
Peri?l]:lgitifi;nce Notes issued by the Pakistan Society of Actuaries (PSoA), from time to time.
ssumptions relate to the discount rate and the future rate of salary increases,

The Financial a ons relate to expected Mortality rates and Employee turnover

whereas the Demographic assumpti
rates
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These assumptions may dify;
mandated rt‘q\lircmcmz "‘f}cr fm'm one {\cmnnnl Valuation to the next because of changes in
S Gconomic conditions, and Plan experience. However, a change in

assumptions 1s not an indicat; ; :
I an indication that prior assumptions, whenever made, were unreasonable.
4.2.1 Discount Rate

) ‘RS = :
El::wiclti l,?gb.flﬁts 19 Pﬂvra_83)‘thq discount rate (otherwise known as the nominal interest ratc)
shouls cct the rate at which liabilitics could effectively be settled. IAS 19 further clarifies that
lhc'dlscount.m(c ShO.UId be determined by reference to market yields at the end of the reporting
period on hlgh-quah.ty corporate bonds or, where there is no deep market in such bonds, by
mfcmﬂc.c to mar.kct yields on govemment bonds. Currencies and terms of bond yields used USTB
be consistent with the currency and estimated term of the post-employment benefit obligations

t?cm_g- dlSCOUf“‘-‘d- Assuchitis necessary to determine the the effective duration of both the pension
liability as well as of the bonds which are selected to determine the discount rate.

Effective Dura'uon aPPFOXimatcs. the slope of a bond’s value as a function of interest rate
movements taking the difference in the bond’s value (V) for changes in the interest rate (i) by an

equal amour‘n: x= 5i)‘ in both directions and dividing by twice the original value times the interest
rate change in each direction.

) . Vi
Effective Duration = —i=x—Yi+x
2(Vix)

Pension liability duration is measured using the formula for Effective Duration, substituting the
liabilities (L) for the bond's value (V).

Duration = H=x"tisx

2(Lix)
The Discount Rate used to calculate the Actuarial Liabilities of the Projected Benefits is as
recommended in the Circular issued by PSoA Discount Rate Committee on July 4, 2022, which
varies according to the weighted average duration of the Plan.

Based on the weighted average duration of the Plan based on above formula which turns out to be
29 Years, we have used a Discount Rate of 14.00% per annum.

422 Expected Salary Increase

In accordance with IAS 19, the salary increment assumption is the long-term salary escalation that
is expected to be awarded to the employees over the complete run-off period of the liability.

The experience shows, that usually the future rate of Salary increases and Discount rates are inter-
related, since during periods of inflation or otherwise, both tend to rise somewhat in conformity

with each other, but generally salaries at a lesser pace.

scount rate being used, it has been assumed that the

Thus, taking into consideration the Di
0% per annum compound, on a long term

Salaries would increase at an average rate of 13.0
basis,
may be submitted, that as regards the Actuarial liabilities, it is the

For ¢ 4] information, it = e A
or general info : and not their values in isolation.

difference between these two rates that matler,

— Page 10 of 24
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£2.3  Expected Pension Inerease

!’n\tll‘l|:11c]:‘l(:‘lll({1t-l l‘!w Federal Government increases pensions in payment, largely to account for
inflation. Potential future increases have, therefore, to be factored into the valuation. This has been
Jdone based on historical trends,

The historic trend of the pension increases is as under;

Table 6: Historic Trend of Pension Increases

2016 10.00%
2017 . 10.00%
2018 10.00%
2019 , 10.00%
2020 00.00%
2021 ' 10.00%

It is assumed that monthly pension will increase at an average rate of 12.00% per annum
compound, on a long-term basis. This is a spread of 2.00% between the discount rate and the
pension increase rate.

42.4 Expected Medical Allowance Increase

It is assumed that Medical Allowance will not increase in the future.

4.2.5 Expenses of Management of Pension Fund

Itis assumed that expenses related to the management of the Pension Fund will be borne by USTB.

4.2.6 Mortality Rates

The Mortality Table SLIC (2001-05) with 1-year setback, based on the experience of the lives
insured with State Life Insurance Corporation of Pakistan, has been used in determining the

liability in respect of the Benefits payable under the Plan.

Specimen Mortality rates are given in Annexure B attached.

4.2.7 Withdrawal Rates

of the experience of different Domestic Organizations, in this

Based on our provisional analysis fferer
Withdrawal rates as given in Annexure B attached.

respect, we have used the Age wise

428 Cash-flow Projection Assumptions

on payouts are based on several assumptions, which include

Cash-flow projections of future pensi _ ' i
to the above demographic and financial assumptions.

the following assumptions in addition

429 Nature of the Fund

A closed pension set is assumed, that is, no new entrants will enter the group.

4.2.10 Plan Benefit Rules
Itis assumed that the current benefit rules will not change for the period for which the cash-flow

Projections have been made.
Page 11 of 24
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4.2.11 Summary of Assumptions

Table 7: Summary of Assumptions

Particulars

Discount Rate as of Valuation Date

Long Term Salary Increase Rate l4.00:A;

Long Term Pension Indexation Rate }3.03 oﬁ;

Long Term Medical Indexation Rate 20 A :

Normal Retirement Age 0.00%

Weighted Average Duration 60 years

Next Salary Increase Date 0219 Jyuela;;

Mortality Rate Sari

Withdrawal Rate SLIC w1th£:\:¢ar setback
| yape 12 of 2¢
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§1 Defined benefit obligation (DBO) - baseline valuation

Relow are highlights of the results as of valuation d

in PKR and expressed in millions.

Particulars

Table 8: Actuarial Results
Active
Employees

Pensloners

ate. All amounts shown in the table below are

Total

_Present value of Defined Benefit Obligation 2,384,027 17.196 2,401,223

Fair Value of Plan Assets - N S 32'2“‘;4’57”

_Funding Deficit (Liability) as at valuation date 2,384.027 17196 | 1678478

.;‘srw et 176.905 - 176.905
SEEHL L 292775 2.112 294.887
Pension Expense (Provision) for the current 469.680 2.112 471.792
financial year

_Expected Service Cost 201.671 i 201.671

_Expected Interest Cost 333.764 2.407 336.171
Expected Pension Expense (Provision) for next 535435 2.407 537.843
financial vear

Total Accrued Actuanal Liability in respect of past service of USTB employees as of June 30,
2022 amounts to PKR 2,401.223 million. Total Value of the Employees’ Pension Fund, as
intimated by the USTB, is PKR 722.745 million,

Thus, there is a Deficit in the Pension Fund of PKR 1,678.478 million as of June 30, 2022.

5.2 DBO - Sensitivity analysis related to the long-term employee benefits
The obligations at the valuation date were re-estimated to show the impact of:

i. a1.0% increase and decrease in the assumed discount rate;
ii. a1.0% increase and decrease in the assumed salary increase rate;

il
v.

a 1.0% increase and decrease in the assumed pension increase rate; and
a one-year increase in the assumed age for mortality rate

The table below summarizes the results of the sensitivity analysis.

The DBO is mostly sensitive to the projected increase in salary, pension, and changes in the

discount rates.

Particulars

Change in
Assumptions

Table 9: Sensitivity Analysis

2,401,223,029

Impact on overall

liability

Do e oo by 10% | 819415505 | -242%
Discount Rate Decrease by 1.0% 3,220,579,416 34.12%

Salary Increase Rate Increase by 1.0% 2,758,553,973 14.88%

“Salay Increase Rate | Doermscby LO0% | 20045208081 -12.77%
“Pension l,]&;M Increase by 1.0% 2,789,930,563 l6.l“’/i:
“Pension Indexation Rate T | Deoreaseby 1.0% | 2,089,456,173 S12.98%
“Monality Rete Increase by | year | 2,476,833,540 315%
~Mortality Rale | Decreasc by Uycar | 2328053228 -3.05%

Mortality Rate
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83 Contribution Rate for Potentially Funding of future accrual

( \\nml\mmn rate percentage is the ratio of the annual service cost and the expected annual
pensionable salary for the next year. -

The contribution rate to fund the future accrual for the current pension scheme of current active
members is 96.86% p.a.

S4  Contribution Rate for Potentinlly Funding of current Deficit

Contribution rate percentage is the ratio of the pension liability and the present value of the
pensionable salary.

The contribution rate to fund the current deficit for the current pension scheme over the remaining
life of current active employees and pensioners is 58.12% p.a.

5.5 Contribution Rate for Potentially Funding of future accrual and current deficit

The contribution rate percentage is the sum of the above two contributions.

The contribution rate to fund the future accrual and current deficit for the current pension scheme
of current active employees and pensioners is 154.97% p.a.

B 56 Intrinsic Cost

To determine the intrinsic cost of the pension scheme, we have considered sample employees

joining at different ages.
We have projected the pension benefits payable to this sample employee from the superannuation
age. We have then calculated the rate required to fund these benefit payments. The contribution

comes to between 52% to 61% of the annual pensionable salary.

The contribution rate signifies that for a new hire above grade 15, for each PKR 1.00 salary, the
reserve for retirement benefits is around PKR 0.5174.

Table 10: Intrinsic Cost
Grade 16 and above Grade 15 and below

Entry Age

20 51.74% 52.26%
25 56.62% 57.20%
30 60.30% 60.92%
35 . 59.16% | 59.78%
a0 6114% . 61.14%
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5.7 Cash-Flow Projections

The expected commutations, pension, and medical allowance payments over the next 30 years
and above for current employees/pensioners are as follow:

All amounts shown in the table below are in PKR and expressed in millions.

Table 11: Expected Benefit Payments

Starting from  Commutation ~ Monthly Medical Monthly Total
July 1, 2022 Allowance Pension

Year | 0.998 0.134 0.659 1.790
Year 2 4231 0.300 2.014 6.545
Year 3 1.579 0.363 2.792 4.733
Year 4 9.073 0.720 5.928 15.720
Year § ~17.728 1.041 9.147 17.916
Year 6 6.745 1.304 12.583 20.633
Year 7 8.869 1.678 17.207 27.755
Year 8 9.713 2.104 22.834 34.651
Year 9 15.059 2.744 30.887 48.690
Year 10 43.491 4379 48.139 96.009
Year 11 51.056 6.337 69.905 127.298
Year 12 59.333 8.538 97.317 165.187
Year 13 98.677 12.202 141.241 252.120
Year 14 73.582 15.005 184.771 273.358
Year 15 91.438 18.457 238.396 348291
Year 16 128.562 23.442 314.210 466.213
Year 17 -241.698 32.725 434.874 709.297
Year 18 275.117 43.653 582.453 901.223
Year 19 410.466 59.488 792.176 1,262.131
Year 20 254.878 69.189 986.529 1,310.596
Year 21 318.905 81.671 1,229.861 1,630.438
Year 22 359.405 95.457 1,529.115 1,983.977
Year 23 274.167 106.397 1,846.634 2,227.198
Year 24 306.792 118.554 2,220.474 2,645.819
Year 25 404.209 134.366 2,689.695 3,228.269
Year 26 419.779 151.126 3,217.426 3,788.331
Year 27 369.265 165.730 3,808.001 4.342.996
Year 28 198.343 173.695 4,446.463 4,818.501
Year 29 266.727 184.294 5,237.711 5,688.732
Year 30 127.989 189.053 6,107.698 6,424.739
Year 31 and above 259.218 4,547.500 1,708,204.660 | 1,713,011.377
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